By JOHN T. WOODWARD

Investment Programs and
Sales Expectations for 1971

Businessmen are scheduling rising
outlays for new plant and equipment
during 1972, with spending for the full
vear up 10% percent from 1971. Both
manufacturing and nonmanufacturing
industries expect spending gains, Busi-
nessmen generally expect larger sales
advances this year than last. New infor-
mation om aetunl and expected changes
in eapital goods prices and selling prices
iz introdueed in this article.

BUSINESSIHIEN’S capital budgets
provide for rizing expenditures for new
Mant and equipment throughout 1972
according to the survey of spending
planz conduected in late January and
February by the Bureau of Economie
Analysis. For the year as a whole,
business expects to spend $89.8 billion—
$8% billion, or 10X percent, more than
in 1971." Spending increased 2 percent
in 1971 and 3% percent in 1970. Most
industries expect increases in 1972,
These expanded ecapital spending
programs are accompanied by expec-
tations of sizable sales gains, Durable
goods manufacturing companies look
for a-0 percent sales incresse and non-
durable goods producers an 8 percent
inerease. Actual gains last yoar wers
74 percent and 5 percent, respectively.
Trade firms expect sales to rise about
6} percent this year, compared with
an 8 percent increase last year. Public

L The expeciations figures hove heen adjusted for system-
atie bases (footnote 2, tubie B), Before such pdjustoent, 1072
expenditures wore expectad 1o be 288 4 Blllon foe all ndos-
tries, £13.5 billkon for manufoctucing snd #6511 biHan for
nonmanufaetaring. Thoe ad justoents were applied sepamtely
to each major industry: thielr net o "ect wad to lower Lhe man-
Facturing total by $0.72 billion sl ralse the nonmanofec-
turing tedal by $2.08 Lilllon.

16

utility firms expect a revenue gain of
10% percent in 1972, compared with
an 11 percent increase last year.

Trends within 1972

Expenditures in the final quarter of
1971 were at a seasonally adjusted
annual rate of $83.2 billion, 3 percent
above the third quarter. Expenditures
are expected to rise 5 percent in the first
quarter of 1972, to a rate of $87.5 billion,
and 2 percent in the second quarter, to
$89.1 hillion. These expectations imply
a spending rate of $88.3 hillion for the
firat, half of 1972, 8 percent above the
second half of 1971, The expected rate
in the second half of this year is $91.1
billion, up 3 percent from the first half.
Mozt industries expect o more rapid
expansion of investment in the first half
of 1972 than in the second. Exceptions
to this pattern include the electrical
machinery, food-beverage, rubber, min-
ing, and gas utility industries, where
investment growth is expected to accel-
erate in the second half of the year.

Realization of 1971 programs

In the quarterly surveys during 1971,
businessmen generally reported that
they had spent less than they had pre-
viously planned and also had lowered
their sights for the coming quarters.
Outlays for the full year were up 1.9
percent from 1970 in contrast to the
4.3 percent rise planned early last year.
The downward revisions were centered
in manufacturing; as a group, non-
manufacturing industries generally held
to their initial expectations throughout
the year.

Most industry groups in manufactur-
ing spent less in 1971 than initially
planned; the largest percentage cut-

in the nonelectrieal
machinery, aireraft, stone-clay-glass,
food-beverage, and paper industries.
Among nonmanufacturing firms, sizable
reductions by the airlines and water
transportation firms offset upward re-
visions by commercial firms.

backs occurred

o= i g s e el G LT Ca o T
Changes in Business Investment
Parcant Change

-4 -3 -20 -10 o 1
T T T T T

0 M
T 1

1972 Cxpecled

ALL INDUSTRIES 071 Actual

M Transgor tatien

Gas, Waber, and
Sanilary Services l

Communication

Durable Goods
Manufaciuring

-:I

:

3 Deparimest of Commece, Barsww of [ooams Anlpus 3-3=4

Edeciric Utilities

Commerral and
Other

Transportation
Exel. Air

Merdurable Goods
Manudacturing

Mining




March 1972

Manufacturing investment programs

Manufacturers expect to spend $32.6
billion on new plant and equipment in
1972, 9 percent more than in 1971.
Durable goods producers expect a 14
percent advance and nondurables pro-
ducers a 4 percent rise. Both groups
schedule larger increases in the first
half of the year than in the second. The
pxpected rise in manufacturing spending
in 1972 follows a 6 percent decline last
year and an increase of only 1 percent
in 1970,

Among the durable goods industries,
substantial advances this year are pro-
gramed by producers of stone, elay, and
glass (36 percent), nonferrous metals
(19 percent), and motor vehicles (19
percent), An increase of 20 percent is
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projected for the “other durables” cate-
gory, with all eompeonent groups—Ilum-
ber, furniture, fabricated metals, instru-
ments, and “ordnance and misecellane-
ous'=—participating in the advance.
More moderate incresses are planned
by machinery and aireraft producers
while the steel industry expects a 9 per-
cent decline.

In the nondurables category, manu-
facturers of rubber and paper products
expect increases of 15 percent and 14
percent, respectively, following large
reductions in 1971. The food-beverage
industry expects to increase spending
about 8 percent. The chemical and
petroleum industries, which together
account for more than half of invest-

‘ment spending by nondurables pro-

ducers, expect investment this year to
be about the same as in 1971; petro-
leum firms are scheduling an increase
in outlays for production of crude oil,
but declines are expected in spending
for transportation and for refining and
petrochemical facilities (see table 3).
In the “other nondurables” group,
tobacco and leather firms expect sizable
inereases in spending this year.

Starts increase

The wvalue of investment projects
initiated by manufacturers during the
fourth quarter of 1971 was 24 percent
above the third quarter figure. This
increase followed a 16 percent gain in
the third quarter. Starts by durable
goods producers rose 13 percent in the
fourth quarter, with most industries
participating in the advance. Primary
metals producers reported the largest
increase. Starts by nondurable goods
firms declined 7 percent. Petroleum
refiners reduced starts about 20 percent
and food-beverage and paper companies
also reported lower starts. These de-
clines were partly offset by an increase
in the chemical industry.

The earrvover of manufacturers’ in-
vestment projects, i.e., expenditures still
to be incurred on projects already
underway, totaled $19.7 billion at the
end of December, up 1 percent from
September but 7 percent below the
vear-earlier fisure. Durable goods pro-
ducers’ carryover increased 4 percent
in the fourth quarter, while the carry-
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over of nondurable goods producers
declined 2% percent.

Capacity evaluation, yearend 1971

There was little change between
September 30 and December 31 in
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manufactorers’ evaluations of the ade-
quecy of their facilities. Companiss
owning 30 petcent of total fixed assety
reporied o need for more facilities s of
Decemnber 21. Thiz iz about the same as
the proporiion reperted in June and
September and well below the figures
reported in 1970 (tabla 5).

Compenies reporting facilities in ex-
cess of needa accounted for 11 percent
of total fxad- assats at Deeamber 31,
unchanged from the September 30 pro-
portion, The *“axcess™ proportion rose
hetwean Sepfember and December for
producers of primary metela, bub thia
change was offsat by & decreazs for the
chamical indusicy.

Nonmanufocturing programs

Airfinez plen & sherp increase—323
percent—in  copitel expenditures in
1672, following = decline of 38 percent
Yast venr. Airbus purchnses ate expected

Mapeh 1072
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Fublic utilities continue to project
gtrong spending growih, They plan out-
lays of $17 4 billion iv 1972, an increaee
of 32.1 hillion, or 14 percent, over 1971,
Gus componies expsct & larger pevcent-
age ndvance than electric companies.
Biarts of new projects by uiilities in the
fourth quarter of 1971 reached n record
$6.4 billion and the cartyover of fonds
yot t0 ba expended incrensed $2.4 bil-
lion to $31% billion at yearend.

Communications finos also expect a
substantial expansion this year—I4 per-
cank, as ¢comparsd with a 6)% percent
increase last year.

Reilvoads plan a spending inerease of
5 percent in 1972, fellowing 2 years of
decline. The 1972 increcse is atbribut-
able to highar expenditures for road;
squipment investment d& schoduled to
be reduced somewhat. Trucking and
woter tronsportation firms plen sizable
increnses while pipelines are expecting
a sharp reduction.

The "cammercisl and other’ group—
trade, services, construetion, finonee,
angd insuranee—oaxpants an ¥ pereant
Incrense in pxpenditures this year, about
equal to the rise last yeor. At this Hme
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last year, o 4-percent rise was expected.
All companent groups except construe-
tion nnd insurance plan increeses this
Year.

Changes in Prices of Capital
Goads and of Sales

An inguiry on price chonges was
sdded ito the plant snd equipment ex-
penditures surveys conducted in labe
November 2nd December of 1970 nnd
1971, In the 1971 survey, firms were
asked the fellowing:

“Please indicate your best estimates
of average price changes from 1970 to
1971 ond zxperted changes from 1871 to
1072

a. Prices paid by your compeny fox
new oonstraction, machinery and
agquipment. :

b. Prices of goods andfor services
sold by your eompany.”

The 1970 survay obiained similar in-
formation. Thus, daia are now available
from the two survays for the yenrs 1970,
1971, and 1972. The firme’ responses on
capital goods snd sales price changea
were weighted by their reported capital
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expenditures ond sales, respactively.
The overall indusiry estimates are
shown in tables 6 and 7. Bacause only
2 yenrs of expectations date are avail-
nble, the pradictive ahility of the dato
connot yat ba nsssssed.

The surveys found thet plant and
equipment prices cose slightly more
than 63 parcent in hoth 197¢ wod 1971;
the 1971 rise was in line with earliec
expocintions. These increnses sompare

Table fi—Actual and Expretnd Changes In
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with ingcreszes of spmewhat more thon
5¥ percent in both yeers in the implieit

Table T.~Eatimated Chenges in Prices of
Produoky and Services guﬁ by Manua-
tosturing aod Utility Companies
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price deflatoe for nonresidentinl fixed
investment in the national income and
product aceounts. It should be noted
that the industrial coverage of the plané
nnd squipment series is narrewsr than
that of nonresidentiol fixed investment,
end that the plant and equipment prices
raparted in the surveys are transactions
prices while the deflator is based on
fquoted prices. The behavior of both
price mensure: iz affected by changes
in mix, and it is nod known whether
quality changes are reflected tn the same
way it the tweo price messuras.
Business firms estimated that prices
of the plant and aquipment to be pur-
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ohased will riss about 5 pereant in 1972,
This sugpesats that about one-haelf of
the 10% percent increass in capital ot~
lays prajected for 1972 reprasents *real’”
investment expansion, Laat yeer, with
capital goods prices having risen % per-
cont, the reporied 2-pereent rize in ount-
lnye indicatas that investment declinad
in raal terms.

Ag ean be spen in table 7, manvfas-
turars reportad that their salling pricez
increased 3 percent from 1070 to 1071
pod estimeted that eelling prices will
rise 2.8 porcent in 1972. Publie utilities
sxpect their rates to rise 5.8 percent in
1972, compared with o 5.7 percent in-
creasa raportad for 1971,
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